


COMPTROLLER GENERAL OF THE UNITED STATES 

WASHINGTON. D.C. 20548 

B- 130515 

Dear Dr. Carter: 

This is our report on the administration and effectiveness 
of economic development and manpower training programs in 
alleviating unemployment in Knox County, Kentucky, operated by 
the Knox County Economic Opportunity Council, Inc., and funded 
by the Office of Economic Opportunity and the Department of 
Labor. Our review was made pursuant to your request of 
June 3, 1969. 

Officials of the Gfiice of Economic Opportunity, the De- 
partment of Labor, and the Council have not been given an op- 
portunity to formally examine and comment on the contents of 
this report. As agreed with your staff, we are sending copies of 
this report to the Director, Office of Economic Opportunity, in 
order that he might take action on the recommendations contained 
in the report. We are also sending copies of this report to Con- 
gressman Albert H. Quie and the Secretary of Labor. 

We plan to make no further distribution of this report un- 
less copies are specifically requested, and then we shall make 
distribution only after your agreement has been obtained or 
public announcement has been made by you concerning the con- 
tents of the report. 

Sincerely yours, 

Comptroller General 
of the United States 

The Honorable Tim Lee Carter 
House of Representatives 
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COMPTROLLER GENERAL'S REPORT TO 
THE HONORABLE TIM LEE CARTER 
HOUSE OF REPRESENTATIVES 

ADMINISTRATION AND EFFECTIVENESS 
OF ECONOMIC DEVELOPMENT AND 
MANPOWER TRAINING PROGRAMS IN 
ALLEVIATING UNEMPLOYMENT IN KNOX 
COUNTY, KENTUCKY 
Office of Economic Opportunity 
Department of Labor B-130515 

DIGEST ------ 

i%Y THE REVIEW WAS MADE 
.  .  

Congressman Tim Lee Carter asked the General Accounting Office (GAO) to'. 
review the Community Action and Operation Mainstream programs cperating 
in Knox County, Kentucky, under the Economic Opportunity +,ct of 1964. 
Both programs are administered by the Knox County Economic Opportunity 
Council, Inc. GAO previously reported to Congressman Carter on selected 
aspects of the Knox County Community Action Programs (B-130515, Au- 
gust 11, 1967). 

GAO reviewed primarily the administration and effectiveness of the 
Council's programs for alleviating unemployment in the county through 
economic development and manpower training programs. 

Congressman Carter expressed particular interest in the use of Office of 
Economic Opportunity (OEO) and Department of Labor funds to support a 
Council economic development project that employs local residents in the 
manufacture and sale of wood products. Previously these wood product 
activities were carried out by Cannon Industries, a small privately 
owned company in Knox County. 

OEO, Labor, and Council officials have not been given an opportunity to 
formally examine and comment on the contents of this report. 

FINDINGS AND CONCLUSIONS 

The main thrust of the Council's antipoverty activities has been di- 
rected toward manpower training and economic development programs. In 
November 1969, the Council had (1) a wood products project which manu- 
factured, for sale, items such as wooden pallets, boxes, and chair 
frames, (2) an arts and crafts store which marketed locally produced 
products such as dolls, quilts, and woodcrafts, (3) for-profit projects 
in sewing, upholstery, and wood box repair, and (4) a number of 
community-service-oriented projects--road repair, home improvements, 
etc. --which employed local residents who otherwise had no reasonable 
prospect of employment. (See p. 14.) 



In general, the Council's manpower and economic development programs 
have not yet become an effective means of providing the unemployed with 
job opportunities, -except in Government-funded programs. (See p. 14.) 

Primarily with Federal funds, the Council, as of September 1969, was -4, 
providing employment for 246 persons --42 in supervisory-type positions 
and 204 in trainee-type positions-- in the projects described above. 
About one third of the employees were engaged in projects designed to i 
provide goods and services for sale. (See p. 14.) 

The Council's direction of effort toward combating a basic cause of 
poverty in Knox County--inadequate employment opportunity--is, GAO'be- 
lieves, highly cornnendable. Plans for the development of the income- 
producing projects into economically viable enterprises -existed. How- 
ever,' the'feasibility of the plans had not been demonstrated and the 
goals established di,d not appear realistic on,the basis .of the,Council's 
past experience which: shows that actual results have- been substantially 
-below the planned gods for growth and stability. (See -p. 14.) 

For example, in April 1968, the Counoil advised OEO that it‘had obtained 
contracts for the manufacture of furniture parts which would provide 
gross; annual sales of $120,000 and that additional income sources were 
being developed. (See p. 20.) In.comparison, during the 23-month pe- 
riod, from December 1'967‘through October,1969, the wood products proj- 
ects had made sales amounting to only about $130,000--$35,000 for pal- 
lets and boxes and $94,800 for chair frames. (See p. 22.) 

r Regarding the potential for 'meeting future economic-growth'goals, GAO 
noted that the Council was experiencing continuing difficulty-in ob- 
taining contracts for wood-products. For example, in November-1969 the 
Gouncil had had no production of wood 'products for about 2 months. Un- 
less conditions change significantly, th& potential for development of 
a market big enough to sustain 48 employees, as predicted by the Coun- 
cil to occur beginning in August 1970, does not appear realistic. (See 
p. 21.) d 

The wood products manufacturing operation of the Council is essentially 
an extension of an operation which a private firm previously had ,been 1 
unable to develop into an economically sound.venture, and a comprehensive 
analysis of the economic feasibility of the venture' has not been made. 
GAO believes 'that there is a need to evaluate whether a'market exists 

J 

for the*productswhich the Council has selected to manufacture at a 
price which will support the Council-'s cost to produce. ('See p. 27.) ~ I 
Formal signed agreements or.do-cuments ‘authorizing the Council to assume 
the activities of Cannon Industries could not be located by GAO, and 

' there was a need to clarify the Council's legal relationship to the ac- 
tivities of Cannon Industries which the Council had assumed. (See p. 
19.) 
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There were a number of areas where it appeared that the Council could 
strengthen its management and improve its fitianci al control of income- 
producing projects and-thereby could increase the possibilities for de- 
veloping a successful operation. 

--The actual product-costs of the‘wtiod products activities were not 
known. Bids submitted by the Council to prospective customers for 
the manufacture of certain wood products indicated that, assuming 
bid amounts were reasonably representative of product costs, the 
project was trying to sell items which could not be competitively 
priced, usi,ng,existin.g facilities. -(See-p. 22.) 

, -I 

--The Council did not follow sound procedures in -contracting with its 
customers for wood products except when contracting with the Gov- 
ernment. Generally, there were no written-agreements showing con- 
tract terms--price, volume, delivery schedule--for customers other 
than the Government. The Council did not have a billing system 
which would ensure that all sales were recorded and collections were 
made. (See p. 25.) 

--Improvements were needed in cost-accounting and bidding procedures , 
and production controls. (See p. 25.) 

GAO believes that the community-service-oriented programs generally met 
the purposes of Labor's Operation Mainstream program. (See p. 28.) 

i 

GAO also comments on the objectives and direction of effort of the other 
programs conducted by the Council and states that, although various 

j 

problem areas had been identified from time to time in internal manage- 
i 

ment reports, comprehensive evaluations of the effectiveness of the ro- 
(See p. 29.p i 

1 
grams were not being made by either the Council or OEO. ,i 

One of the major problems encountered in the community center program 
has been the difficulty of getting the people to understand the problems 
of the community rather than becoming entangled with individual problems. 
Other problems were poor attendance at meetings, strong disagreement on 
actions to be taken, lack of leadership initiative, and frequent turn- 
over in staff personnel. (See p. 30.) 

In October 1969, GAO requested the Director of OEO to comment on 
whether the Council's purpose and activities, as set forth in the Coun- 
cil's grant application, are in consonance with the prohibitions,as con- 
tained in the Economic Opportunity Act and implementing OEO guidelines, 
against a Community Action Agency's engaging in certain political activi- , 
ties. As of February 27, 1970, a reply had not been received .from OEO. 
A copy of the OEO response, when received, will be provided to Con- 
gressman Carter. (See p. 30.) 

A number of problems were identified in the early childhood and community 
education programs. (See p. 33.) 
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RECOMMENDATIONS OR SUGGESTIONS 

fI GAO is recommending that the Director of OEO 

I I i 
i ! 
1 

--provide the Council with the technical and management assistance 
necessary to determine whether the Council's plans for the develop- 
ment of economically viable enterprises are feasible and assist the 
Council in the establishment of the management improvements needed 

‘ and 

--require OEO's General Counsel to clarify the Council's legal re- 
lationship, if any, with' Cannon Industries and assist the Council 
in preparing any legal documents considered necessary under the cir- 
cumstances. (See p. 27.) 

GAO has requested advice from the Director, OEO, on actions taken on the 
matters discussed in the report. 
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CHAPTER 1 

INTRODUCTION 
. . 

The General Accounting Office has m.ade an examination 
into selected aspects of-the Community Action Programs in 
Knox County, Kentucky, which.was funded by the Office of 
Economic Opportunity under, title-II, partB, of the Eco- 
nomic Opportuni.ty,~Act..(EOA), as amended (42 U.S.C. 27011, 
and the Operation Mainstr.eam program which was funded by 
the Department of Labor- (DOL) under title I, part.B, of 
EOA. This review was undertaken pursuant to a request 
dated June 3, 1969, by Congressman Tim Lee Carter and sub- 
sequent arrangements with him. We previously reported to 
Congressman Carter on selected aspects of the Knox County 
Community Action Programs (B-130515, August 11, 1967). 

Our examination in Knox County was directed primarily 
toward the administration and effectiveness of program ac- 
tivities from October 1967 through November 1969 to alle- 
viate the problem of unemployment i-n the county through 
economic development and manpower training program compo- 
nents. These program components represent the major thrust 
of the current OEO program in.Knox County.. The scope of 
our review is described in more detail on page 37. 

ECONOMIC OPPORTUNITY ACT. 
-. 

The EOA of 1964, commonly referred to as the war on 
poverty act, was enacted on August 20., 1964, to strengthen, 
supplement, and .coordinate effortsito eliminate poverty in 
the United States. The act authorized the establishment 
of various programs intended to open to everyone the oppor- 
tunity for education and training, the opportunity to work, 
and the opportunity to'live in decency and dignity, To 
lead this endeavor, the act created OEO, headed by a, Direc- 
tor, in the Executive Office of the President. 

.j .~ 
Amendments.to.the act in 1965,. 1966, and 1967 autho- 

rized continuance of the programs .included in the orig,inal 
legislation, added new programs, and made various changes 
governing the administratibn of the-programs. 

5 



Community Action Program 

Title II of the act, as amended, provides for the es- 
tablishment of Community Action Agencies (CAAs) and Com- 
munity Action Programs (CAPS) designed to provide stimula- 
tion and incentive for urban and rural communities to mo- 
bilize their resources to combat poverty. These programs 
are to be focused upon the needs of low-income individuals 
and families; are to be developed, conducted, and adminis- 
tered by public and private nonprofit agencies; and are to 
have maximum feasible participation,of residents of the 
areas .and members of the group served. 

Pursuant to the 1967 amendmetits, the basic purpose of 
title II is: 

"*** to stimulate a better focusing of all avail- 
able loc'al, State, private, and Federal resources 
upon the goal of enabling low-income families, 
and low-income individuals of all ages, in rural 
and urban areas, to attain the skills, knowledge, 
and motivations and secure the opportunities 
needed for them to become fully self-sufficient." 

The act, as amended, stipulates that a CAP is to be a 
community based and operated program (1) which includes, or 
is designed to include, a sufficient number of-projects or 
components to provide, in sum, a range of services and ac- 
tivities having a measurable and potentially major impact 
on causes of poverty in the community or those areas of the 
community-where poverty is a particularly acute problem,: 
(2) which has been developed and which organizes and corn- . 
bines its component projects and activities in a manner 
appropriate to'carry out the purpose of title II, and 
(3) which conforms to such other supplementary criteria as 
the Director of OF@ may prescribe consistent with the pur- 
poses and provisions of title II. 

A CAP is to be carried out by a CAA which shall be a 
State or political subdivision of a State, or a combination 
of such political subdivisions, or a public or private non- 
profit agency or organization which has been designated by 
a State or such a political subdivision or combination of 
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such subdivisions, which (1) has the power and authority to 
perform and will perform the functions specified in the- 
act, including the power to enter into contracts with pub- 
lic and private nonprofit agencies and organizations (dele- 
gate agencies) to assist in fulfilling the purposes of 
title II, and (2) is determined to be capable of planning, 
conducting, -administering, and evaluating a CAP and is des- 
ignated as a CAA by the Director of CEO. 

The act, as amended, provides "also that, after June 30, 
1967, Federal assistance for CAPS not exceed 80 percent of 
the approved cost of the assisted programs or activities, 
unless the Director determines that assistance in excess of 
such'percentage is required in furtherance of the purposes 
of title II. The remaining portion of the cost (non- 
Federal contribution) is to be contributed by the community 
and may be either in cash or in-kind contributions. Prior 
to July 1, 1967, Federal assistance to these programs was 
not to exceed 90 percent of the approved costs unless the 
Director determined that'assistance in excess of that per- 
centage was required in furtherance of the purposes of 
title II. 

Operation Mainstream program 

Operation Mainstream was initially authorized under 
title'I1, section 205(d), by-the'-1965 amendments to EOA. 
The 1967 amendments provided for inclusion of Operation 
Mainstream under -the Comprehensive Work and Training Pro- 
gram. 

Section 123(a)(3) -of EOA; as amended in 1967, autho- 
rizes the Director of OEO to provide financial assistance 
for special programs which involve work activities directed 
to the needs of chronically unemployed-poor persons who 
have poor employment prospects and who are unable--because 
of ages lack of employment opportunity, or otherwise--to 
secure appropriate employment or training assistance under 
other programs. In addition, the program is designed to 
help such persons participate in projects for the better- 
ment or beautification of the community or area served by 
the program. These projects include activities which will 
contribute to the management, conservation, or development 



Of natural resources; recreational areas; Federal, State, 
and local government parks; highways; and other lands. 

OEO PROGRAM ADMINISTRATION 

The Director of OEO is responsible to the President 
for the administration and coordination of the war on pov- 
erty programs authorized by the act. He is responsible 
also for the establishment of basic policies governing OEO 
operations and programs and for the planning, direction, 
control, and evaluation of OEO programs. 

Prior to September 1969, OEO headquarters included a 
CAP office which was responsible for directing and evaluat- 
ing the effectiveness of the CAP, ensuring that all program 
requirements were met, developing policies and program 
guidelines, providing financial standards and procedures, 
and reviewing program proposals. In September 1969 the OEO 
headquarters office was undergoing a major reorganization, 
and the responsibilities-of the CAP office were vested pri- 
marily in a newly established Office of Operations. 

OEO established regional offices which assist communi- 
ties in applying for and in conducting CAPS. Regional Di- 
rectors are responsible for the direction, control, evalu- 
ation, and,coordination of all aspects of the CAPS and 
other OEO activities in their regions. 

The regional offices have the responsibility for re- 
viewing and processing communities' applications for CAPS 
and the authority to approve the applications for most pro- 
grams. For most of the time period covered by our review, 
the OEO,Mid-Atlantic Regional Office, which was located in 
Washington, D.C., served Kentucky, six other States, and 
the. District of Columbia. 

: 
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DOL PROGRAM ADMINISTRATION 

The-Director of OEO delegated authority to administer 
Opera~~qnMainstrearrcto__the SecreTary of Labor. Initially, 
th&$reau of Work-Training Program-s,in the Manpower Admin- 
is~trayion mwasre-sponsible for a&n%tering the Operation 
Mainstream program. / I 

In March 1968, however, the Regional Manpower Adminis- 
trators were delegated authority' and assigned responsibility 
within their respective regions for approving and executing 
contracts and agreements for programs authorized by title IB 
of the EOA. The Bureau of Work-Training Pro~r~~s-,__r, 
retained the re~sibility~f~ndi....g-&.calprojects ____-.*r-- 
To the -Regiona3--Ma?i$wer Administrator and for :approving 
c~t~'~~-~~--b~--executed at the national level. 

Under a reorganization plan effective March 17, 1969, 
“i.in the nation-& office and March 24, 1969, in the field of- --- - . -_. ,- __ .-.-. 

f&Z~~~ >-the Bureau of Work-Training Prog-s was dis'Font%&-J 
as a s%@arate entity within DOL. The functions of the Bu-- 
reau of Work-Training Programs were assumed by the U.S. 
Training and Employment Service, a component within the 
Manpower Administration created by the reorganization plan. 

FORMATION AND OPERATION OF THE KNOX COUNTY 
ECONOMIC OPPORTUNITY COUNCIL, INC. 

The CAA for Knox County is the Knox County Economic 
Opportunity Council, Inc. (KCEOC). KCEOC was established 
in December 1964, as a nonprofit agency to develop, adminis- 
ter, and coordinate CAPS in the county. KCEOC,'as incorpo- 
rated, is governed by a 27-member board of .directors which 
includes local representatives from the-school system, gov- 
ernment, business, public housing, medical profession, la- 
bor and minority groups, farmers, and nine representatives 
elected by the residents of poverty areas. 

The executive director of KCEOC has the responsibility 
for administering KCEOC programs and services in accordance 
with policy determinations of the board of directors, 
assisting in defining KCEOC objectives, and developing and 
implementing a coordinated.antipoverty program. 
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KCEOC was the applicant agency formCAPs in KnoxCounty -: : ._ 
until August 1966 when it became a delegate agency-to the 
Cumberland Valley Area.'Econcmic Opportunity Council,- Inc. 

-1:',, 

(Cumberland Valley). On February-28, 19671 OEO advised ,' 
Cumberland Valley that its grant would not be extended be-. ..'-~, -, -. 
cause it had not met a high .enough standard of achievement ,- 
or had not demonstrated enough potential for achieving pro- .' ;.. 
gram goals to merit being refunded,. &mberland~Valley's .. ':..y:: '. 
,grant expired and its authority to function as the grantee 
for the area was terminated. This funoti-on was temporarily : --::' 
assigned to the Council of-Southern Mountains, Berea, Ken- 
tucky. Through September 1967, OEO funds amolinting to ', -- 
about $1.9 million had been made available to KCEOC. 

- 
Beginning on October 1, 1967,' KCEOC again was funded ..,- 

hirectly by OEO, and, from that time through September 1970,: 1. 
OEO approved grants for KCEOC totaling over $2 million for 
the purposes shown in the 

'Purposes for which funded _ 

CAA administration 
Community,center program: 

Neighborhood center ad- 
ministration ; 

Community organization,. 
Early childhood 
Community education 
Emergency food and medical 

services program 
Job development 
Vocational training 
Economic development I- 
Community administration 
Housing services : . 
Health services 
Farm income 
Consumer education ' 
Special programs 
Home management 

Total 

following table. 
Funding 

Prior years Current year 
lo-l-67 to g-30-69 10-l-69 to 9-30-70 

'- 
$ 179,842 $ 88,258 

.44,551 
i31,168 
389,135 

46.,936 

55,541 
‘92,7~77a 
89', 72Cca 

.~ - 
247,723 
-523590 
22,698 

. -. ,9,2q 
'6,402 
1,878 
1,930 

'$1,372,L35 
: I 

33,800 
80,729 ' I. 

2423867 
19,750 -' ;- 

-42,983, ~j .: -,” 
_’ 

129,467a 

.,, 

., ‘_, 
, - 

$637,854 

aThe job development and vocational training>projects were con- 
solidated into the economic development projects for the current 
year funding. 



Non-Federal share requirements were limited to what- 
ever contributions the community might be able to afford. 

In addition, KCEOC expended about $785,206 from funds 
provided by DOL fromJuly 1968 through October 31, 1969, and 
KCEOC made in-kind contributions totaling $47,403 under an 
Operation Mainstream contract. Subsequent to October 31, 
1969, DOL continued to fund the program on a month-to-month 
basis at a rate which KCEOC estimated would amount to about 
$198,468 for the 3-month period ended January 31, 1970. 
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SOCIAL AND ECONOMIC CHARACTERISTICS OF 
KNOX COUNTY 

Knox County-,has an area of 373 square miles and is lo- 
cated in the Cumberland :GaR Valley of southeastern Kentucky 
approximately midway between Lexington,~Kentucky, and Knox- 
ville, Tennessee. The county is a part of the Appalachian 
mountain region. -,The 1960 population of Knox,County tias es- 
timated at 25,000. Barbourvill&,.with .a population of about 
3,200, is -the c-ounty seat and the.largest community in Knox 
County. 

A Kentucky Department of Commerce report showed that 
the total employment in Knox County averaged 3,500 during 
1968. Of this figure, about 1,100 were employed in trade 
and services, about 1,000 in manufacturing, and the re- 
mainder in government activities and agriculture. Apparel 
manufacturing and lumber are the leading industries in 
Barbourville. 

A 1966 study by Cumberland Valley showed that the an- 
nual income of the 5,754 families residing in the county was 
distributed as shown in the following table. 

Income Number of families 

Less than $ 1,000 
$1,000 to 1,999 

1,906 

$2,000 to 2,999 
1,344 

804 
$3,000 to 10,000 1,602 
Over $10,000 98 

The study showed that, for June 1966, 1,390 males and 1,556 
females were either unemployed or-underemployed. According 
to OEO poverty guidelines in effect during the period July 
1968 through September 1969, if a nonfarm family of four had 
an annual income of less than $3,300 the family was consid- 
ered to be poverty stricken. Effective October 1, 1969, the 
poverty guideline for a family of four was raised to $3,600. 

The study also showed that 8 years was the median num- 
ber of years of education received by those who were 
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25 years Of age or blder. About 3,300 persons were re- 
ported as having 4 years or less of schooling and were 
classified as technically illiterate. 
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CHAPTER2 

OBSERVATIONS ON ECONOMIC DEVELOPMENT AND 

MANPOWER TRAINING PROGRAMS 

of KCEOC's antipoverty activities has 
evelopment and --- 
s have beeG*ported by DOL 

n Mainstream program under which 
imately 

approx-1 
$1 million was made available by January 30, 1970, \ 

and by OEO which, from program inception to September 30, 1 
1970, will have committed about $390,000 to job development,/ 
vocational training, and economic development programs B 

about $268,000 made available for overall 1 -=___ ia_c~-~-~--e.c.a--=-=---- 
KCEOC's pr0grams.f In general, KCEOC's 

economic development programs have 
es for providing the unem- 

ployed with job opportunities in other than Government- 
funded programs, 

Primarily with Federal funds, KCEOC, as of Septem- 
ber 19, 1969, was providing employment for 246 persons-- 
42 in supervisory-type positions and 204 in trainee-type 
positions. The principal objectives of Operation Main- 
stream are noted on page 7. KCEOC is carrying out projects 
to achieve such objectives. (See p. 28.) In addition, 
KCEOC has expanded on the concept of the program by allo- 
cating apprbximately one third of its resources, as mea- 
sured by the assignment of its employees among the various 
ongoing projects, to the t&k of creating a viable indus- 
trial entity which would, if successful, expand the oppor- 
tunities in the county for permanent, unsubsidized employ- 

of poverty in 
nity--is, in 

toward combating a basic cause 
yment opportu- 

Although a plan 

1 

ated and the targe 
. 

iy-ttE&zd 

0 not appear realistic,omOC 8 w 
,w. In addition, we found indications of the need 

i to strengthen management functions relating to market 
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7 
development and abi,l%t -+CGi$iGke3 contracting and finan- 
cial management, accounting and-bidding procedures, 
and production .___I__ _--. ->--II-"----L.-*T... . ..-.s._ -._ ,... .._ _ -e+,.---- 

F After considering the context of the substantial Fed; 1 

1 
era1 investment which has been made in the program and-2 ,--. L _--_.~ I"--.--. _II__ 

I\-- further investment which may be requireqwe believe that a -~-i--~t~%e.~--~ 
need ex??& at thmfomo assist KCEOC in de- 
termining the feasibility of-its plans for economic devel- 
opment and in strengthening program management. 

A listing as of September 19, 1969, of KCEOC-'s various 
manpower and economic development-projects and the employ- 
ment levels and certain program statisgsuata pertaining -".--., 3 -z.---.-..zz-.-=-~_ ,.~ .-_ 

Projects 

Income-producing projects: 
Administration 
Wood dimension products divi- 

sion 
Arts and craft workshop divi- 

sion 
Sewing 
Upholstery '. 
Woodcraft 
Production 

Arts and craft sales store 

Total 

Non-income-producing projects: 
Home improvement 
Road improvement 
KCEOC Motor Pool 
KCEOC Headquarters 
Custodial 
State park aides 
KCEOC project administrator 

Total 

Total 

Number of persons 
Administrative 
or supervisory 

9 

7 

2 
2 
1 
4 
4 
1 - 

30 

6 
4 
1 

1 

12 - 
42 

Trainees 

20 

11 
3 

23 
9 

i 

19 
52 

6 
3 

54 
3 
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As shown in the schedule above, employment in the man- 
power and economic development projects at Septemb.er 19, 
1969, was directed approximately‘one third toward income- 
producing projects (projects which are meant to become 
self-sustaining) and two thirds toward non-income-producing 
projects (projects which will need Government funds to con- 
tinue). The income-producing projects generate income 'for 
KCEOC, whereas the non-income-producing projects produce 
a service, 

The KCEOC has determined that train&gLs&uld not be 
provided for possible employment out!? the Knox County 
area, and, in the absence of an adequate economic base 
within the county, the potential for job placement outside 
the program is low, From the beginning of the program 
through August 31, 1969, 18 trainees had left the program. 
Of these 18, five had been placed in better paying positions 
with KCEOC, three had found employment elsewhere, and 10 had 
terminated because of health, excessive absenteeism, or 
other reasons. During that period, the average length of 
stay in the program was about 9 months and 118 trainees were 
in the program 10 months or longer. 

A review of the enrollee applications for the 202 train- 
ees involved in the KCEOC manpower program as of Septem- 
ber 1, 1969, showed that the average trainee was over 42 
years old, had 4-l/2 years of formal education, and had 
been earning under $2,500 a year on which he supported him- 
self and five dependents, before enrolling in the program. 
Of the 202 participants, 18 were female. Of the 202 
trainees, 138 were transferred to this manpower program 
from the Department of Health, Education, and Welfare's 
work experience and training program when it was phased 
out. 

The following sections of this chapter contain more 
detailed comments on the income-producing projects--his- 
tory of their formation and financing, progress of their 
development, and management weaknesses noted--and on the 
non-income-producing projects. 
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INCOME-PRODUCING PROJECTS 

The income-producing projects operated by KCEOC are a 
wood products division, an arts and crafts sale store, and 
an arts and crafts workshop division, 

In late 1967, KCEOC became involved in developing 
contracts for Cannon Industries, a small privately owned 
wood products company in Knox County. According to KCEOC, 
the industry was on the verge of bankruptcy. (See below.) 
At the time of our fieldwork, one of KCEOC's income- 
producing projects --wood dimension products division--was 
operating in the Cannon Industries facility. The division 
manufactured wooden boxes, chair frames, and pallets. To 
establish the wood projects enterprise, a $5,000 revolving 
fund was created with OEO funds;$18,000 of OEO funds was 
loaned to KCEOC for the purchase of raw mat_erials for the 
wood projects manufacturing operation, and surplus Govern- 
ment property was obtained for the manufacturing process. 

In August 1968, KCEOC opened an arts and crafts store 
on U.S. Highway 25E where locally manufactured products-- 
such as dolls, woodcraft, quilts, and other goods--are of- 
fered for sale. These products were originally fabricated 
in the homes of participants in other KCEOC antipoverty 
programs and in the OEO-funded neighborhood centers; how- 
ever, rent-free space was later obtained from a church and 
a workshop was established to produce many of the products 
made available in the store. In July 1968 and February 
1969, KCEOC began sewing and upholstery projects, respec- 
tively. Proceeds of $5,00Oweretransferred from the re- 
volving fund established for the wood projects enterprise 
to establish a second revolving fund for the arts and 
crafts project, - T 

With few exceptions, payroll costs for all projects 
were met with OEO and DOL funds, 

KCEOC's relationship to a private 
income-producing company 

Steps by KCEOC tb‘assist Cannon Industries, which was 
reportedly on the verge of bankruptcy, and later to take 
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over operation of the Cannon Industries facili.ty apparently 
were taken without legal documentation which would clarify, 
under law, the positions of the two parties or KCEOC's po- 
sition against third parties under the arrangements made. 

Late in calendar year 1967, KCEOC obtained a contract 
under which Cannon Industries was to produce component 
parts for 500 chairs, negotiated with the board of direc- 
tors of Cannon Industries to assume managerial control of 
the company, and assisted in making an application to the 
Small Business Administration (SBA) for a $25,000 loan to 
provide financing for Cannon Industries. 

It appears that KCEOC actually began to operate Cannon 
Industries in December 1967 and produced the component 
parts under the contract it had obtained for Cannon Indus- 
tries. On June 13, 1968, KCEOC and Cannon Industries en- .. 
tered into a management agreement which included in part 
the following provisions: 

1. Cannon Industries was to employ KCEOC to provide 
management of its factory for a period of not more 
than 3 years, if necessary funding could be ar- 
ranged with the "proper Federal Authorities"--the 
Small Business Administration. 

2. KCEOC would have the authority to hire and fire 
employees of the company. 

3. KCEOC would not be liable or responsible for any 
indebtedness of the company and would not receive 
any remuneration from the company except for $1 in 
consideration for KCEOC's assuming the management 
duties detailed in the agreement. 

SBA did not grant the loan in question, and KCEOC con- 
sidered the management agreement voided because KCEOC had 
agreed to manage the project only if such funding could be 
arranged. At the time of our review, notwithstanding the 
lack of a management agreement, KCEOC continued to operate- 
Cannon Industries; assumed responsibility for the lease 
agreement with the Commonwealth of Kentucky which owns the 
Cannon Industries building; and, as part of its manpower 
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progwb continued to produce the component parts for 
chairs under the contract obtained in December 1967. 

We were unable to locate any formal signed agreement 
or documents which authorized KCEOC to assume the activi- 
ties of Cannon Industries. KCEOC believes that it has no 
relationship with Cannon Industries and that KCEOC's wood 
dimension products division is an entity separate and apart 
from Cannon Industries. 

We believe that, to clarify KCEOC's legal relationship 
with Cannon Industries --especially relating to any out- 
standing debts of Cannon Industries--the OEO General Coun- 
sel should assist KCEOC in preparing and finalizing any le- 
gal documents considered- necessary under the existing cir- 
cumstances so that the investment of Fqderal funds will be 
approprititely applied and adequately protected. 
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Program progress 
-1, 

.’ 

Actual results achieved by KCEOC have'bekn substan- -'. 
tially below the expectations envisioned in plans for the .-, 
growth and stability of- the income-producing projects._ 

In April 1968,'when KCEOC was considering what steps 
could betaken to assist Cannon Industries-, KCEdC advised' 
OEO that it had obtained contracts- for the manufactur'e of' 
furniture parts which would provide gross annual sales of-' 
$120,000 and that additional income sources were being de- 
veloped. In July 1968, KCEOC reported that the continued 
development of contracts could result in the employment o-f 
40 menin the wood products manufacturing operation and.. the 
placing.of 41 trainees in income-producing projects-under 
the Operation Mainstream contract being negotiated-with 
DOL. For the.quarter ended March 1969, KCEOC reported its 
enrollment of 185 trainees under the DOL program and an-- 
nounced an intention to form a community development corpo- 
ration primarily for administration of the income-producing 
projects. 

The application for the OEO grant for the program year 
beginning October 1, 1969, while citing a number of problem 
areas which had prevented a more rapid development of the 
projects, forecast a significantly higher sales volume in 
future periods. In consonance with this forecast, the ap- 
plication contained a ll-month scheduled phase-in of 76 
persons as employees of self-sustaining community develop- 
ment programs and included an estimate that the wood prod- 
ucts projects would be in a position to sustain the employ- 
ment, through sales income, of 48 persons. 

Notwithstanding the various predictions, KCEOC finan- 
cial statements for the period from inception of the proj- 
ects in December 1967 to June 30, 1969, show gross sales of 
about $135,000 and a net profit of about $32,000. We do 
not consider these amounts as fully representative of the 
results of operations or as fully indicative of the finan- 
cial position of the income-producing projects. 

For instance, the statements did not take into consid- 
eration all the administrative and other KCEOC indirect 
costs of supporting the operation or an allocation of the 
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payroll costs, exclusive of training costs, associated with 
the 22 supervisor-type employees and 67 trainees paid out 
of CEO-DOL funds but directly engaged in the projects. In- 
clusion of these costs would substantially affect the pre- 
sentation of the financial results cf‘operations. More- 
over, at June 30, 1969, a deficit balance of about $6,000 
existed in the bank account and more than $13,000 of, the 
$18,000 borrowed from OEO funds to finance the purchase of 
materials had not been repaid. 

With respect to the potential for-meeting predicted 
economic growth, it appeared that KCEOC was experiencing 
continuing difficulty in obtaining contracts for woo-d proj- 
ects, For example, upon completion of our fieldwork in No-. __. 
vember 1969, KCEOC had had no production of wood products 
for about 2 months. Unless conditions change significantly, 
the potential for development of a market big' enough to 
sustain 48 employees, as predicted by KCEOC to occur begin- 
ning in August 1970, does not appear realistic in relation 
to KCEOC's past experience. 
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Market development and ability to compete 

Our examination of bid,s submitted by KCEOC to prospec- 
tive customers for the manufacture of certain wood products 
indicated that, assuming that the bid amounts were reason- 
ably representative of product costs, the wood products 
project.was undertaking,to produce-.items which it may not 
be able to‘market -competitively using existing facilities, 
As later discussed ('see p. 251, actual product costs are 
not known. Also, there appeared to be limitations on the 
potential for market growth for products available through 
the arts and crafts store-. 

Wood products 

,From December 1967 'through October 1969 the wood pro- 
ducts project made,the following sales: 

Type -I Sales amount 

Pallets and wooden boxes $ 34,978 
Wooden chair frames 94,804 

$129,782 -_-- 

At October 31, 1969, f.inished goods of questionable 
marketability were on hand (see p. 25) and production had 
stopped. 

KCEOC records showed that it had submitted bids to 
produce 302,274 wooden pallets and 33,901 wooden boxes dur- 
ing the period January through July 1969 and had been 
awarded contracts to produce 2,180 pallets and 2,559 boxes. 

Our review of bid tabulations for a number of KCEOC 
unsuccessful bids showed that up to 31 firms were competing 
to produce the types of goods involved and that frequently 
KCEOC's bids were substantially higher than the low bid. 
The following table illustrates the extent of competition 
and the relationship between KCEOC's bid and the low bidder 
on seven selected items on which KCEOC submitted bids dur- 
ing the period January through July 1969. 
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Number Percent of 
of Unit price KCEOC bid 

Case bidders -Low bidder KCEOC bid' over low bid 

A 9 $ 1.93 $ 2.80 45 
B 14 5,19 6.05 17 
c 31 4.20 5.41 29 
D 10 4.20 5.76 37 
E 6 4.12 5.31 29 
F 7 65.00 85.60 : 32 
G 6 17.00 20.98 23 

In one case not included in the above tabulation, a 
major company notified KCEOC that its bid for wooden pallets 
was 208 percent higher than the company's normal purchase 
price. 

In another case, although KCEOC was the low bidder, 
the potential purchaser determined that the bid was not r,e- 
sponsive on t'ne basis that KCEOC did not have adequate 
storage space and was financially incapable of sustaining 
itself during the period of the contract. The invitation 
for bids called for monthly deliveries valued at about 
$33,000 each for a period of 6 months. We were told by a 
KCEOC official that KCEOC had misinterpreted the delivery 
requirements and had assumed that the total contract was 
for $33,000. 

Arts and crafts store 

The crafts store is dependent primarily upon the tour- 
ist trade for its business. Tourist attractions do not 
exist in the immediate proximity of the store; therefore, 
its market is dependent on travelers passing through. 

The following table shows the volume of business for 
the year ended September 30, 1969, and the seasonal nature 
of the business. 
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Amount of sales 

October 1968 . . 
November 1968 
December 'I 
January 1969 
February 1969 
March 1969 
April -" 
May 1969 
June 1969 
July " 
August 1969 
September.1969 

$ 1,718 
1,129 
1,584 

551 
326 
646 

1,508 
1,737 
2,194 
2,037 
3,020 
1,467 

$17,917 

Attempts were made in the-past to expand the arts and 
crafts market; however, success in this area was limited. 
For example,in a quarterly report for the period ended De- 
cember 31, 1968, KCEOC anticipated a commitment from the 
State Parks Commissioner to purchase handmade items at a 
sales -price between $25,000 and $50,000. This arrangement 
did not materialize. 

Other proiects 

In addition to establishing projects for making pro- 
ducts for the arts and crafts store, KCEOC has established 
several other income-producing projects having potential 

~sales outlets outside of the store. These projects include 
contract sewing for a toy manufacturer, repair of wooden 
soft drink cases,- and reupholstery of furniture, 

-Generally;' these projects had not reached a stage of 
development at the time of our review to allow a determina- 
tion of market potential. 

24 



Opportunities for improved management 

During our examination we noted the following areas in 
which KCEOC could strengthen its management and improve its 
financial control of income-producing projects and thereby 
enhance the possibilities for developing a successful oper- 
ation. 

Contracting and financial management 

KCEOC did not follow sound contracting procedures in 
contracting with its-customers for wood products, except 
when contracting with the Government. Generally, there 
were no written agreements showing contract terms--price, 
volume, and delivery schedule-- for customers other than the 
Government. In addition, KCEOC did not have a billing sys- 
tem which would ensure that all sales were recorded and 
collections were made. Under these circumstances, assur- 
anceislacking that both contracting parties will have a 
sound basis for obtaining compliance with agreement terms 
and that all funds due KCEOC are being billed, 

For example, KCEOC had on hand 250 wooden chair frames, 
produced under an informal agreement, which the customer 
had refused to accept. The KCEOC director informed us that 
the refusal was due to the products' not satisfying cus- 
tomer specifications and that it was doubtful that the sale- 
cf this inventory was legally enforceable. 

.\ 

Cost accounting and 
bidding procedures 

At'the time of our fieldwork, KCEOC did not have a 
cost-accounting system and was not aware of the unit costs 
for its various products. KCEOC informed us that its bids 
were based on the cost of producing a sample by some of its 
best workers. As previously indicated, the feasibility of 
KCEOC's successfully competing in the wood products line 
zclected for manufacture had not been demonstrated. Its 
past bidding experience had been less than fully successful, 
and the current method for establishing bid prices, which, 
among other things,does not consider the inefficiency of 
trainee labor, reduces assurance that bid prices are rea- 
sonable in relation to the cost of production. We believe 
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that more accurate product cost information is critical to 
an analysis of the potential for economic development. 

Production controls 

We noted two instances which point to a need for KCEOC 
to improve its controls over the procurement-production 
process. 

In one case, KCEOC processed an order for over $5,300 
for wooden educational toy sets made by the arts and crafts 
workshop division. Upon receipt of the toys, the customer 
found some of the material defective. After allowing 
credit for repairs on some items and return of others, 
KCEOC received payments of only $3,316. 

In another case, we were advised by a KCEOC official 
that lumber costing about $25,800 was purchased for a 
$22,680 contract. According to the official, because a 
specific type of lumber was needed, it was necessary to 
purchase more lumber than was required for this particular 
contract. The official-stated that the remaining lumber 
was used for other Contracts; however, this usage was not 
planned for at the time the lumber was purchased. We be- 
lieve that purchases of this nature carry a high risk when 
firm plans for use of excess, material do not exist at the 
time'of purchase and that this case illustrates a need for 
KCEOC to develop sources of supply which will be responsive 
to its manufacturing needs. 

KCEOC and, to some extent, OEO have recognized a need 
for improvements. At the time we completed our field re- 
view, an OEO consultant had reviewed KCEOC's cost- 
accounting needs and provisions were being made to install 
a cost system. Also, KCEOC's proposal for the grant.year 
ending Septemb.er 1970 as approved by OEO -provides for: 

--an economic development business manager to be re- 
sponsible. for procuring raw materials, computing 
production costs, maintaining cost controls, and 
managing stock inventories and supplies, 
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--a contract developer to be responsible for contact- 
ing potential customers to determine their interest 
in purchasing products manufactured by KCEOC, and 

--a contract engineer to.be responsible for designing 
products-. 

The above proposals represent affirmative steps in 
KCEOC's economic development efforts. However, considering 
that the wood products manufacturing operation of KCEOC is 
essentially an extension of an operation which another or- 
ganization previously had been unable to develop into an 
economically sound venture and that a comprehensive analy- 
sis of the economic feasibility‘ of the venture had not been 
made, we believe that there is a need to evaluate whether a 
market exists for the products KCEOC has selected to manu- 
facture at a price ‘which will support KCEOC's cost to pro- 
duce. There is also a need for a number of improvements in 
KCEOC's management of the program. 

Recommendations to Director of OEO 

We recommend that the Director of OEO 

--in order to establtsh the feasibility of income- 
producing projects, provide KCEOC with the technical 
and management assistance necessary for determining 
whether KCEOC's plans for the development of econom- 
ically viable enterprises are 'feasible and assist 
KCEOC in the establishment of the management improve- 
ments needed and 

--regarding the wood dimension products division, re- 
quire OEO's General Counsel to clarify KCEOC's legal 
relationship, if any, with Cannon Industries and as- 
sist KCEOC in preparing any legal documents consid- 
ered necessary under the circumstances. 
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NQN-INCOME-PRODUCING PROJECTS 

The non-income-producing projects of KCEOC -have been 
supported by DOL funds.and have met the c'oncepts of Opera-- 
tion Mainstream which is to provide work for those who 
otherwise would have no reasonable prospect of employment. 
As of September 1969, KCEOC had non-income-producing proj- 
ects involving 149 individuals which included 137 t,rainees. 

Road improvements tire undertaken on the basis pf -re- 
quests of' residents and-availability of materials, and, on 
September 19, 1969, there were 56 employees engaged in the -- 
road- improvement project. KCEOC reported that, during the 
period September 1968.to September 1969, 45 individual road 
improvement projects were completed throughout the county. 
These prcjects consisted of repairs to about 65 miles of 
road, ditching and clearing of 130 miles of right of way, 
repairs .to eight wooden-bridges, and installation of 41 
culverts and 3-l/2 miles of fence. 

We,.were informed by a KCEOC official that the home im- 
provement proj,ect was directed primarily toward repairing 
and improving homes of the aged, poor people in the county 
on the basJs of requests received and KCEOC's ability to 
meet such requests. As of September 19j 1969, 25 employees 
were engaged in home improvement projects. KCEO_C reported 
that, dur.ing the period October 1, 1968, through Septem- 
ber 30, 19.69, 93 home improvement projects were completed. 

On September 19, 1969, there were 54 employees on the 
custodial force. A KCEOC official advised us that the ma- 
jority of custodial trainees were assigned to city and 
county sc-hools and that the remaining trainees were working 
at KCEOC.neighborhood centers or at local, government agen- 
'ties. 

The remaining 14 trainees in the non-income-producing 
projects were engaged in such activities as driving chil- 
dren to-and from the child development classes and provid- 
ing assistance at KCEOC headquarters. 
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CHAPTER 3 

OTHER KNOX COUNTY PROGRAMS AND ACTIVITIES 

The General Accounting Office previously reported on 
the Knox County CAP on August 11, 1967 (B-130515). During 
our earlier review, we inquired into the accomplishments of 
the program and its various components and compared them 
with the program goais. At the time of that review, KCEOC 
had program components covering community center activi- 
ties, early childhood development, youth activities, family 
development, and health education, During our most recent 
review; the activities of some o:f the earlier program com- 
ponents were absorbed, to varying degrees, by new program 
components or were terminated. 

In our earlier report, we were unable to reach an in- 
formed and meaningful conclusion as to the overall effec- 
tiveness of the program because realisticstandards for 
measurement of the program accomplishments.. generally did not 
exist. 

Our most recent review revealed that; although various 
problem areas throughout the current program had been iden- 
tified from time to time in internal-management reports, 
comprehensive evaluations of the effectiveness of these 
programs were still not being accomplished by KCEOC or OEO. 

Our earlier review also revealed that evaluations of 
the component programs had not always been made as contem- 
plated by KCEOC in the application for funds. We found that 
the evaluations that had ,been made by KCEOC, consultants, 
and OEO had been limited in depth or in scope. 

At the time of our earlier review, we reported that 
the University of Kentucky was in the,process of submitting 
a report on the effect of the Knox County CAP. During our 
most recent review, we inquired into the use that had been 
made of the University of Kentucky report. We were in- 
formed by a KCEOC official that, although it was useful in 
identifying the.nature of the poverty problems in Knox 
County, the report had been of only limited benefit in im- 
proving the Knox County programs because the thrust-of the 
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programs had changed significantly from what it was at the 
time the University of Kentucky made its study. 

The purpose of this chapter is to give the reader some 
insight into the objectives and direction of effort of 
KCEOC programs for other than economic development and man- 
power. These programs are-highlighted in the following 
sections. 

COMMUNITY CENTER PROGRAM 

A principal component of the Knox County program ob- 
served during~ our previous review was the community center 
program. The goals of that program were to (1) encourage 
participation in common community problems, (2) broaden ho- 
rizons of isolated persons, (3) help people living in iso- 
lated areas to become. any active part of the society, 
(4) help individuals develop their potential as citizens of 
today's world, and (5) help people develop a sense of dig- 
nity as individuals in their homes, community, and society. 

The current objectives of the program are to use the 
community center projects as a vehicle whereby the poor of 
Knox County can come together to bring about changes in the 
political, social, and economic structure of the county. 
KCEOC's grant application for 1970 stated that the objec- 
tives of the program were to provide (1) a meeting place 
for the community residents to come together and work on 
problems pertinent to the needs of the community, (2) a 
place where the poor could freely express their opinions 
concerning the causes of:poverty in the county, (3) a 
countywide association of local action groups to bring 
recommendations to the KCEOC board of directors and thus 
provide a chance for the poor to cause changes in the pro- 
gram affecting them, and (4) an environment whereby all 
segments of the community can York cooperatively on com- 
munity problems. 

By letter dated October 29, ,1969 (see app. II), we 
inquired of the Director, OEO, as to whether KCEOC's pur- 
pose and activities, as set forth in various sections of 
its grant application, are in consonance with the prohi- 
bitions, as contained .in, the EOA-and implementing OEO 
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guidelines, against a CAA engaging in certain political ac-- 4 
tivities. As-of February 27, 1970, we were continuing to '1 __ 

s -  

,attempt to obtain a response to the inquiry. A'copy of the,. 
._ -- -. -0EO response, when received, will be provided to Congress-' 

'. man Carter, 

The program in each community functions at the direc- -' .' 
tion of the community center coordinator. One of the major 

- -i_ responsibilities of the coordinator is to keep the poor in " 
- - .his area adequately informed about the program and other .- 

activities of the KCEOC. This objective is accomplished 
: . . -z primarily through community meetings. 

According to KCEOC's monthly and quarterly reports of * 
activities, one of the major problems encountered in the :1 
program has been the difficulty of getting the people to 
understand the problems of the community rather than be- 
coming entangled with individual problems. Other problems L 
noted were poor attendance-at meetings, strong disagreement 
on actions to be taken, lack of leadership initiative, and .' 
frequent turnover in staff personnel. 

In connection with this program, we noted some exten- 
sive use of vehicles, which according to a KCEOC official 
were owned by OEO, to transport count>l citizens to various 
public meetings within and outside the county where matters 

' ,. concerning conditions and activities within the county were -,. 
.- 'I ~diacussed. The following tab'le 

I, these trips, 
Number of -Miles 

Date vehicles ~.traveled . 

February 11, 1969 3 ‘271 
. . Februrg 1 69 

13, 1969 1 72 
II " 2 254 1 14, 
,a 15, " 13 3,764 

. . II 17, " 1 356 
March 11, 1969 6 832 

II- April~:5'196~ 5 2,090 

1, 25, 1969 
1 95 
1 184 - 

34 7,987 -- 
1 

fdentifies a number of 

‘, 

Destination 

ADD' Meeting, Manchester, Ky. 
Poor People Rally in Knox County 
Poor People Rally, Knox County 

I)o. 
II 8, II Lexington, Ky. 

Meeting, Frankfort, Ky. 
ADD Meeting, Harlan, Ky. 

II 11 Covington, Ky. 
II 11 Harlan, Ky. 
,I 11 McKee, Ky. 

'Area Development District--State of Kentucky 
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The use of.these vehicles for the purposes shown was 
approved.by the cognizant KCEOC official, and such use of 
the.vehicles had the implicit support of OEO'S supervisor 
for the area. 

.  .  < 
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EARLY CHILDHOOD PROGRAM 

Our earlier report stated that the early childhood 
program (Head Start) was intended'to‘provide nursery and 
kindergarten experiences to 308 children between the ages 
of 3 and 4 in school-type facilities provided at the vari- 
ous community centers. For prior years, OEO had made 
available about $389,000 for this program and about 
$243,000 has been earmarked for the current program year.. 
The Department of Health, Education,' and Welfare is now di- 
rectly responsible for Head Start programs under the terms 
of a delegation of authority from OEO effective July 1, 
1969. 

The early childhood program has been extended several 
times, and the program goals have remained essentially the 
same. The 1970 grant application stated that about 610 
eligible children live in the communities served by the 
program and about 900 eligible children live elsewhere in 
the county,, The current program provides for participation 
by 180 children or about 30 percent of the 610 eligible-to 
participate. The program is directed at 3-, 4-, and 
5-year-old children with priority given to 5-year-olds on 
the.basis of need. 

KCEOC monthly and quarterly progress reports pointed 
out a number of problems with the program including such 
matters as the need for (1) greater parent involvement and 
participation, (2) improvement in daily attendance, and 
(3) better maintenance at several of the centers. 

COMMUNITY EDUCATION 

In its 1970 grant application, KCEOC stated that the 
objectives of its community education program were to 
(1) have one hundred persons receive their high school di- 
plomas, (2) p rovide political education classes to target 
residents, instilling in them their rights as well as their 
responsibility as citizens, (3) create an environment 
whereby citizens will do their part in dealing with inter- 
related social, economic, and political problems, and 
(4) provide the poor with a sound emotional and social ad- 
justment through enjoyment of a wide range of social rela- 
tionships. In prior years, OEO made about $47,000 available 
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for this program, and, for the program year ending Septem- 
ber 30, 1970, OEO committed an additional $20,000. 

Also included under this program is a driver education 
project. It was KCEOC's goal to enroll about 200 target 
residents in this project. A KCEOC official stated that 
this project would include only ‘classroom training which 
was designed to provide a student with the academic Jsnowl- 
edge needed for-a, driving permit, 

KCEOC reported that, during the 1969 program year, 89 
persons had received their high school diplomas. Also, 188 
others had completed the adult education program and 122 
had completed the driver education project. 

Several problems with the program have been identified 
by KCEOC. These include transportation difficulties, lack 
of participation by some target residents, and failure on 
the part of .l.ocai action group members to understand the 
importance of-earning. a high school diploma. 
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EMERGENCY .FOOD AND MEDICAL SERVICES PROGRAM 

The 1970 program objectives for the emergency. food and 
medical services program are to provide food on an emer- 
gency basis to persons suffering from malnutrition, starva- 
tion, and hunger; provide medical services to correct 
health problems caused directly or indirectly by malnutri- 

. tion, starvation, and hunger; provide lunches for those 
students who, because of a lack of funds, were not .partici- 
pating in the school lunch program; provide.assistance for 
purchase of food stamps,.including any necessary- transpor- . 
tation to and from the establishments issuing food stamps. 
For prior years, OEO made about $56,000 available for this 
program, and, for the program year ending September 30, 
1970, OEO has committed an additional $43,000. 

KCEOC reported that in past programs 1,556 persons re- ^ 
ceived food stamps, 2,571 persons were assisted in making 
food purchases, milk and vitamins were furnished to 186 b&- 
bies, 676 children received school lunches, and two- persons .,.-! 
received medical services. On the basis of monthly program 
reports, KCEbC estimated that 30 to 40 peccent'.of the.po- . 
tentially eligible candidates would participate in the cur- 
rent program. In a grant proposal dated July 1969; the 
KCEOC presented statistics which showed that 1,800 families, 
involving about 5,900 persons in Knox County, had no income, 
about 2,0@ families were registered and eligible for food 
z ir -?mps, and about 1,400 children were eligible to. partici- 
pate in the school lunch program. 

: .L 
In planning this program, KCEOC has used the concept 

of self-help. Program recipients, when able, are to be as- 
signed various jobs so that they can pay, through services 
rendered, for-the assistance they-have received. For'ex- 
ample, recipients may work in their community centers on . I 
projects which their center is sponsoring,.or they might- .' 
work in one of the other economic development or manpower ..I, 
projects. 

OTHERMATTERS 

During our review, we tested the support for certain 
program expenditures and receipts. We also sought the 
views of certain other organizations interested in reducing 
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poverty in Knox County regarding the.extent of coordination 
between their activities and those of KCEOC. The results 
of our work in these areas are discussed in the following 
sections. 

Examination of disbursements 

:We reviewed, on a test basis; KCEOC's record of cash 
disbursements for its CAP manpower revolving fund and its 
arts-and crafts. store revolving fund for the period Decem- 
ber 1967 to-September 1969,. Our review did not reveal any 
questionable disbursements. Further, for-.the same period, 
we examined‘the.support for all items of revenue as re- 
corded in the fund records and traced these items into the 
respective bank accounts. However, as discussed earlier, 
we found no internal controls to ensure that all sales had 
been recorded: .: 

We reviewed also, on a test basis, the support for ex- 
penditures made from grant funds for the community center 
program-for..the month of August 1969. Our review did not 
reveal any questionable items. 

,Cooperation with other orpanizations 
--: .r_l 

., During:our.review, we met with representatives of the 
local chamber of commerce and the State employment office at 
Corbin, Kentucky. It was the consensus of these representa- 
tives that there was a general lack of cooperation between 
their organizations and KCEOC. -Primarily, this situation 
was 'attributed to a lack of communication or failure to get 
together and discuss problems such as improving employment 
opportunities for Knox County poor. We were unable to 
evaluate the impact.of.this lack of communication upon the 
Knox Countyantipoverty program or to determine the under- 
lying cause of the problem. It seems, however, that,greater 
cooperation among these organizations would strengthen the 
antipoverty efforts in Knox County. 
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CHAPTER 4 

SCOPE OF REVIEW 

we selected the KCEOC's manpower and economic develop- 
ment program for review because of its key roll in KCEOC's 
strategy to attack the underlying causes of poverty in Knox 
County and because of the large amount of funds committed 
to this program relative to other programs in the county. 
Our work, which was performed largely at KCEOC's headquar- 
ters in Barbourville, Kentucky, included visits to the sites 
of the manpower and economic development projects in Knox 
County. In addition, limited work was performed at the OEO 
headquarters in Washington, D.C. 

We reviewed appropriate legislation and OEO and DOL pol- 
icies and procedures as they concerned the CAP and Operation 
Mainstream. In addition, we examined program documents, 
correspondence, accounting records, and other pertinent rec- 
ords and reports, including available OEO internal auditing 
reports. We interviewed KCEOC officials concerning the op- 
eration of their program. We also interviewed State, 
county, and city officials; business and community leaders; 
and representatives of DOL to obtain their views as to the 
problems and/or effectiveness of the Knox County programs. 
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TIM LEE CARTER LIEMBEm 
STH DIBTRICT. K- COMMll-l-EE ON INTERSTATE 

c ’ AND FOREIGN COMMERCE 
HOME ADDWssB1 : - -- 

June 3, 1949 

_,-. >- .: 
. . , 

_-. 

Hon. Elmer B. Staats 
Comptroller General of the United States , _ .- 
General Accounting Office 
441 G Street, N. W-. . .- : 
Washipgton,.D. C. 20548 .p :. ,_ li (. 

.' .- _ I- . . . . , 
De& Mr.. Staats: ‘-._"-. :, , 

Several years ago it became necessary for me to 
request-an investigation by the General Accounting Office . 
of certain'prcjects in 'my Congressioual District and I-was 

'satisfied with‘the results. : '=, : 
- 

It has nciw'beccme necessary that I request‘an ' 1 ',. 
/ 

investigation of Knok County's anti-poverty program 'of 
which.Mr. Hollis D. West is the Director. __ This investi- 
gation has been- suggested by the Division of Econdmic _ 
Opportunity of the-State Government in Kernxcky..,' I also. 
strongly recommend that this program be investigated. 
One area suggested fqr investigat~ion by the Division,of 1: - :. .‘ 
Eccnomic Opportunity would be the DOL.Programs and CAP-: : : ~'- .I~::.: 
monies as related to Cannon Industries.and whether or 
not this project is fiscally sound enough to-use Fede.ral. :.. 
funds-;‘ It is my opinion that fui$s are not'heirig used _-_ cI' ; 
properly inthese-programs. I. 

. ., --- .a* . . . . J 
I would-appreciate being advised "as tc the findings- 

of your investigation.. 'j -. -:' 
3s --I~ _= 1, "_ 

With all good wishes, I am .- ; . . 
, r. I_ 

-' _ Sincerely, ,- 1 .. : 1 
_1 . : L“ ,c L. 
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MUTED STATES GENERAL ACCCNJNTING OFFICE 
WASHINGTON, D.C. 20548 

CIVIL DIVISION 

3cnr or. Rumsfcld: 
OCT 29 1969 

Pursunnt to a congreaalonnl requcatD we arc reviewing certain 
8ctivitLcs of the Knox County Econcmic Opportunity Council, Inc. (KCLOC) s 
a commnity action ngrncy in Knox County, I[ontucky, funded by the Office 
of Econanfc Opportunity (OEO) under title It of the Economfc Opportunity 
Act of 1964, as aaendcd. 

One of the matteto under conr~dct8tfon, on which we would like to 
rcceivc your comcnts, is whcthor KCEOC’o’ purpose and activities are Z~B. 
consonance with the prohibitlone againrt a community action agency’s 
engaging in certefn political sctivitiee as contained in the act and La 
tPlplement~ln8 OEO guidoliner . Section 603(b) bf- the act provldsr, in part, 
‘that I 

"Progrnrrs amisted under this Act shall not be carried on 
in a manner involving the use of program funds, the provi- 
sfan of servicis, or the employment or aaeignmcnt of per- 
sonnel Lo a manner eupporting or tesulting Pn the ideatlfi- 
cotion.of such programs, dth (1) any partfsaa or non- 
partisan political actitiity or any other polftiual activity 
asoocfated wlth a candidate, or contending faction or group, 
ta,an election for public or party office,- 

OEO policy LS dlrcusred fn OEO XortouctLen 690ttl dated Septambsr 6, 
1968, which provider, ia park, thatr 

“Grantee *ad delegate agencicr mbst 8dU?infeter OEO-amirted 
programs in 8 polLtLcally nonpartireo manner, and must 
avoid actions which can reasonabIy be construed es intended 
to favor one politlcsl party over another or to Influence 
the outccme of any election for public or party offlc8. . 
The use of program funds, the provfsfon of servicee and the 
assfgcuncnt of personnel must not result tn the Ldeatifica- 
tlon,,of the program with any partisan po~itteal octfvity or 
with any nonpartisan politfcal activity which ir deafgned 
to further the election or defeat of a candidate for publfo 
or party offhe.~” 

The KCEOC grant ‘proposal- for the progma year beginafag October 1,’ 
1969, which requested fund8 totalin@ $39S1000, ~88 approved hy the OEO Mid- 
I;tlantia 8881ooal Director on Auguit 22, 19691 Our erainatioa of the 
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grnat prtqm.wxl has r8Lscd. quc-s-tlons ao-.tn whether. the p,aala of the pro;r:~-I 
arc fully conpatfblc with existin,, 0 rcstrfctions on political activity. 
Illuntrstivc of the m.-tttcre of concern to us arc the following otatcmcnts 
extracted from the proposal, 

“Prol;r&ns of th& Knox County Economic Opportunity Councfl, 
I[RC., serves one common ideology; nhmely, that poor people 
are poor because they lack powcrl- and control. Pr0gZ-tXSht ) 
besides dealing with the ‘concequences” of powerhcssness, 
are but aimple vehhclae to promote ab ide6logy. The pri- 
nnary p&pose of the adainistratba cmpoaent, is than, to 
maxtiP utklize rte+and existing prolgram to promote ideo- 
Bogical coimltments iaeceerssrry to overcome pkerty in Xnox 
Gountp, Kentucky. 

“Programs may take the foru of and be called Early Childhood, 
Adult Educatton, Health or Economic Development, but they 
must not only be designed to meet consequences but its real 
cau8f2 as well. While aa Economic Development Program pro- 
vides training, Income and rebated oervices to soxteone un- 
empttiyed, these ends’seem fruftless without political and 
economfc organiaati.on. It .$d~ easy te, imagine a well-Oralned, 
employed group of people who are totsllly powerless. 

“* a majbr pr oblem is overcoming complacency and misunder- 
standing of both staff and the poor. And one muse: understand. 
that it is dffftcult to get both groups to overcome the fear 
of more and greater repressPoa, it fs difffcuht to get people 
00 think that a man who pats you on your back or gives you 

‘five dollare on or before election day9 may nor be and most 
assuredly 1~ not their friend. Both staff and poor people 
mot learn a mw picture - cne that presenrs aI&rnnttves and 
confltctcs, that asks lnew and probing questions, that show6 
direction and straregy for community organization - a picture 
that Zlluatratos that lack of power and control are the true 
causea of poverty, and obtaining these ir the only solutioa. 
Boor people can make decaebonra only when this picture of 
truth ie properly drawn* ~AdmbrA&ratBvo staff, as do cl1 
Knox Comtzy Eeonomhn Opportuaity Counoill Waif& assist ia 
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: ‘IllP ptlqm:f of th c Co.xnitnity Center ‘Prrogr:>m if3 to provt!?e the 
pmr of Knos aJt1nty wi.th ti vchbclc, wlrcs-cty thry cm brinz 
i;botlC R change in the p0Pftic~11, 6 oc fal , and econo&c stxu: ture 
of thin county. ‘111~ Comzwnity Center Progr;un has been fnstru- 
mcntnl in crcnttng a concc.rnn-d conz3titucncy of pow people - I 
people uho fire m:nr~~ QQ the probLcns that have pInwed Knox 
County for the: post I.00 years, and want to do somthbn~ con- 
6tructFvc to correct theme 

The Camunhty Center Frogrxa 8Qrveo 88 an $natrumcne to crcnte 
chnngcs for Knox County o The Cosmumity @ant~r Coordinator hna 
tha reeponabbility for seeing that ghe target groups ax-g kept 
well informed about the 5ociaf, pclitlcahl, and econrxnic con?P- 
&Lona of Knox Couoty.” 

fa addition to the above statements, WC nota that the propns~l contains 
numerous rfifcretices to politbcally-xe%atcd matters. For exaxlpfe, onF? wcak- 
ne8s of the progra Ls cited as being that the Local Action Groups hnvc 
faflcd to mplce maximum use of their patmtdaH to brfni about the necdcd 
change in the local .powx atruc%oro. The KCEOC aawslitter fs cftcd as a 
vehfclo to, fn pnrt, q’cxp~se’ the fnsfacere + the fraudi and char%atans, as 
well 50 a place to psafstx friends”; and the 3101BtLcal Education Progmm, 
while being described as a aon-pol%tfcal ix~rs~ to eallighten the. pebple 
.sf Knox County ‘about publltc i~sue8, has a6 a mtslrion srto acquaint target 
rcetdente aboyt thonc pokfticaf Xeaders, who have .wyportcd them in the 
past.” 

Khile kc hav& not’ .develope~I evdtde& of overt improper political 
activity by KCEOC, the’request that we undertake a review at KCEUC resulted, 
fn,part, from charges that s&h activity has occurred. We d&d note that 
KCEOC took part in the sysboldc presentation ef a mule to the Nations’ 
Republican Govern& S a? action which npparcntfy enuscd embarrasement ea 
the Covcrnor of Kentucky, and that this anti1 is currently in the custody 
of KCECC. Aim, we noted .that atl CEO analysis 65 the KClXX’a program made 
in August 1369 indicated that the Governor of I.@ntucky htis ascribed reepoasi- 
bflity to the Executfve DPrector of EI!XE for the.dafeat -in a gr%rmary eIec= 
tion in KROX county of aU but one of the candiedators backed by tha Gove~wor~ 
Reprisals reported.Iy threatened by the Gowerrp~r Jtn a~ effort to for_ce the 
mmvd. of the Executfwe DBrector conei&sd sL dL%mdnufrPg ~+=bq.w 
henefftsr to bile 6xamt sush a5 tha bighw5y mraatruckfaa pr ) wfkb the 
..ob~eceive of drcreeaf the’fllw @if Emney Bate.3 t&r uouwye 
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In view of the questions fhnt have arisen as to the goals and 
,,, 

, -’ 
activttfcs of KCEOC., we would appreciate your early advice as to wheiher .I ,‘I.., 
KCEW mete statutory retitrictloas on political actfvtty and t&ether its .j ‘,... 
go3ls and- actfvitias arc fn conformme with OEO requ~remeatr~. 

Sincerely youle, - s 

/s/ Henry Eschwege .-, 
I ', Henry Esehwege :.' 

Associate Director 
; :., 

The Honorable Donald Rumsfcld 
, 

Director, Office of Econaaic Opportunfty . : .,. 
_;’ : 

; __.‘, 
6.. ._: 

c 

U.S. .GAO. Wash.. D.C. 
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